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Modernizing the E-Rate Program for Schools and Libraries
AGENCY: Federal Communications Commission.
ACTION: Final rule.
SUMMARY: In this document, the Federal Communications Commission (Commission) makes
permanent the “category two budget” approach that the Commission adopted in 2014 to fund internal
connections, which are primarily used for Wi-Fi, a technology that has enabled schools and libraries to
transition from computer labs to one-to-one learning.
DATES: Effective [INSERT DATE 30 DAYS AFTER DATE OF PUBLICATION IN THE
FEDERAL REGISTER], except for §8 54.502(d) and (e) and 54.513(d) which are delayed. The
Commission will publish a document in the Federal Register announcing the effective date of those rules.
FOR FURTHER INFORMATION CONTACT: Stephanie Minnock, Wireline Competition Bureau,
(202) 418-7400 or TTY: (202) 418-0484.
SUPPLEMENTARY INFORMATION: This is a summary of the Commission’s Report and Order
(Order) in WC Docket No. 13-184; FCC 19-117, adopted on November 20, 2019 and released on
December 3, 2019. The full text of this document is available for public inspection during regular
business hours in the FCC Reference Center, Room CY-A257, 445 12" Street SW, Washington, DC
20554 or at the following Internet address: https://docs.fcc.gov/public/attachments/FCC-19-117A1.pdf
l. INTRODUCTION

1. The Commission’s E-Rate program is a vital source of support for connectivity to—and
within—schools and libraries. In particular, the E-Rate program provides funding for internal
connections, which are primarily used for Wi-Fi, a technology that has enabled schools and libraries to
transition from computer labs to one-to-one digital learning. In this document, the Commission makes

permanent the “category two budget” approach that the Commission adopted in 2014 to fund these



internal connections. The category two budget approach consists of five-year budgets for schools and
libraries that provide a set amount of funding to support internal connections. In adopting this approach,
the Commission also established a five-year test period (from funding year 2015 to funding year 2019), to
consider whether this approach would be effective in ensuring greater and more equitable access to E-
Rate discounts.

2. Based on the overwhelming record support for the category two budget approach from
the E-Rate community, coupled with the Commission’s own experience during the five-year test period,
the Commission concludes that the category two budget approach has provided broader, more equitable,
and more predictable funding for schools and libraries than under the prior rules. The budget amount
provided to schools and libraries during the test period proved to be successful, and, moving forward, the
Commission intends to generally remain within those parameters of support. Building on the success of
the category two budget approach, the Commission takes important steps to (1) streamline processes to
ensure more equitable, consistent distribution of support for small, rural schools and libraries within the
existing E-Rate program budget for category two services, (2) simplify the category two budgets, and (3)
decrease the administrative burden of applying for category two services. As a result of the measures the
Commission takes in this document, the category two budget approach will become more streamlined,
furthering the program’s overall effectiveness and the deployment of Wi-Fi in schools and libraries across
the country.

1. DISCUSSION

3. To ensure that our nation’s students and library patrons have access to high-speed
broadband and to further the Commission’s goal of bridging the digital divide for all Americans, it
permanently extends the category two budget approach, which has provided certainty and more equitable
funding to schools and libraries for the last five funding years. Doing so avoids a return to the two-in-five
rules. Furthermore, informed by the Commission’s experience with administering the category two
budgets during the five-year test period, it simplifies and streamlines the category two budget approach to
allow applicants to make more effective use of category two funding and to reduce administrative
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support for small, rural schools and libraries within the existing category two services budget and make
permanent the eligibility of managed internal broadband services, caching, and basic maintenance of
internal connections.

4, As detailed in the following, to ensure a smooth transition to the new rules, the
Commission establishes rules for funding year 2020 that extend the five-year test period for an additional
year and provide a prorated amount of category two support to all applicants. In this way, the
Commission balances the desire to meaningfully improve the category two budget approach while
minimizing the impact associated with such changes for the upcoming funding year. Thus, the new rules
the Commission adopts for the category two budget approach will apply beginning in funding year 2021,
at which time the budgets will reset for all applicants as the Commission moves to fixed five-year funding
cycles, the first of which will run from funding years 2021 to 2025.

5. Based on a review of the record, the Commission first adopts its proposal to make the
category two budget approach permanent, thus ensuring that the two-in-five rules will not come back into
effect for any applicants following funding year 2019. Doing so is supported by the record and consistent
with the findings of the Bureau’s Category Two Budget Report. Commenters unanimously support the
category two budget approach, and no commenter expressed a desire to return to the problematic two-in-
five rules. In particular, commenters state that the benefits of the category two budget approach far
outweigh any benefits of the alternative two-in-five rules approach. This view is consistent with the
Bureau’s finding that, since funding year 2015, funding has gone to all fifty states and all discount levels
in a manner that more closely approximates the composition of participating schools and libraries in the
E-Rate program overall.

6. Moreover, there is agreement that the category two budget approach “has led to wider,
more robust deployment of broadband services within schools and libraries.” Likewise, the category two
budget approach has “enabled all applicants, regardless of their place on the E-Rate discount matrix, to
receive funding for broadband equipment and services inside their school and library buildings.” With
respect to libraries, ALA observed that “for the first time in over fifteen years our libraries are assured of
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access to much needed funding for their in-building network requirements.” Commenters also note that
extending the category two budget approach permanently will give “both applicants and service providers
confidence that category two funding will continue in a reliable and predictable manner.”

7. Finally, the record contains no evidence of any significant economic costs associated
with a transition to a permanent category two budget approach. Accordingly, the economic benefits of
transitioning to a permanent category two budget are expected to outweigh the costs. For all of these
reasons, the Commission makes the category two budget approach permanent.

8. Recognizing that the category two budget approach, while successful during the five-year
test period, can be improved upon, the Commission takes this opportunity to simplify the budgets and
make category two funding even more effective than during the last five funding years. Specifically,
beginning in funding year 2021, the Commission resets all applicant budgets and begin fixed five-year
budget cycles. As part of this modification, the Commission also adopts district-wide and library system-
wide budget calculations, which will relieve applicants of some of the most significant administrative
burdens associated with the category two application process and management of the budgets.
Furthermore, to ensure the needs of schools with low student counts and small libraries, particularly those
in rural areas, are met and to promote their increased participation, the Commission increases the category
two funding floor to $25,000. The Commission maintains the per-student budget multipliers that served
schools well during the five-year test period and adopt a single budget multiplier for libraries, all of which
will be adjusted for inflation every five years. Additionally, the Commission makes managed internal
broadband services, caching, and basic maintenance of internal connections permanently eligible, and
confirm their eligibility for all applicants in funding year 2020.

9. First, to facilitate the transition to the new rules, the Commission will reset all budgets to
the full amount eligible under the new rules, which will provide applicants the opportunity to deploy
internal connections and make it easier for them to track their category two budgets in the new funding
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regardless of whether they completed their previous five-year budget cycle during the test period.! The
Commission agrees with commenters that resetting the budgets at the end of the test period will alleviate
confusion, whereas rolling over remaining funds from the test period would be difficult to track given the
changes to the rules and the budget calculations.

10. Next, as part of the improvements to the category two budget approach the Commission
makes in this document, and to ease the administration of the budgets, the Commission adopts fixed five-
year budget cycles, with the first such cycle running from funding year 2021 through funding year 2025.
Applicants may submit applications in any funding year during this five-year cycle. In the 2019 Category
Two Notice, 84 FR 34107, July 17, 2019, the Commission sought comment on using rolling budgets, or
setting fixed five-year budget cycles, as part of the permanent category two budget rules, and asked if
fixed five-year cycles would be easier to administer. Commenters largely support fixed five-year cycles,
noting that fixed budgets present the “clearest and cleanest approach,” and that a “simplified, fixed
timeframe for budget expenditure for all applicants will alleviate much of the confusion” created by
rolling budgets. The Commission agrees and now adopts fixed five-year budget cycles to simplify the
administration of the budgets and eliminate a source of confusion for applicants. Fixed cycles also
present natural beginning and ending points for budgets, making it easier to make changes and updates to
the budgets in future funding years should the need to do so arise. These changes will allow for the
smoothest transition to the new rules, and the Commission agrees with commenters who stated that the
risks associated with a fresh start and fixed budgets are minimal.

11. The Commission notes that no commenter supported rolling budgets that begin the first
year a school or library requests category two funding and look back four years, as described in the 2019
Category Two Notice. Some commenters, however, supported rolling over unused funds from the five-
year test period into new, fixed five-year cycles. The Commission concludes, however, that the
administrative burden of carrying unused funds from one budget period to another far outweigh the
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to budget periods. Other commenters support rolling budgets to the extent that fixed budgets will present
challenges with schools opening or closing during a five-year period. The Commission disagrees and
finds instead that fixed five-year cycles present the simplest rules to administer, and in fact minimize the
confusion caused by a school opening or closing mid-cycle. Under a rolling scenario, that school
district’s budget would need to reflect changes caused by a school opening or closing for an extended
period of time, while fixed budget cycles reset at the conclusion of the five-year cycle, giving the district
an opportunity to start fresh calculating its budget. Overall, the benefits some applicants may receive
from carrying over a portion of unused funding, or from being able to start calculating budgets on a
rolling basis, are outweighed by the ability of all applicants to calculate budgets on a clear, predictable
basis, with established beginning and ending points that also present clear opportunities for future
modifications, should the need arise.

12. Next, as part of the permanent rules that will go into effect in funding year 2021, the
Commission adopts district-wide and library system-wide category two budgets—a change that nearly all
commenters support. Specifically, school districts and library systems will now have a single budget to
administer, and the district or library system will have the flexibility to allocate category two funding
among its schools and libraries as it sees fit, vastly simplifying the planning and application process for
category two services. This change will simplify some of the more complicated aspects of administering
the budgets and applying for funding (such as dividing the costs of shared services among multiple
entities, estimating student counts at new schools, and counting part-time students), without eliminating
protections against waste, fraud, and abuse, which continue to apply with respect to each individual
school and library included in the school district-wide and library system-wide budgets. In particular,
calculating the budgets in this way will largely eliminate the need for applicants to maintain and
administer separate budgets for each school or library in a district or library system and minimize
instances where funding requests are delayed or denied because they exceeded the budget for a particular
school or library. Further, as commenters noted, different schools have different technological needs, and
a single district-level or system-level budget will allow the school district or library system to determine
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allocate funding within their districts and library systems, the Commission ensures a more effective use of
E-Rate funds.

13. In adopting district-wide budgets, the Commission provides general guidance on what
constitutes a “school district.” Given that applicants are likely to be in the best position to apply this
guidance to their particular circumstances, the Commission does not strictly define the term for the
purposes of applying for and calculating a district-wide budget. In response to the Commission’s request
for comment on how applicants and USAC should determine which entities are part of a school district
for calculating category two budgets, the Commission received several comments, but no clear consensus.
To provide administrative ease and flexibility to account for differing scenarios and consistent with the
manner in which applicants currently calculate district-wide discount rates, applicants should consider all
schools that fall under the control of a central administrative agency as a district for the purpose of
calculating a shared, district-wide budget.

14. Under this approach, private schools and charter schools that operate independently of a
public school district or a central administrative agency, and are individually responsible for their
finances and administration, should separately calculate their category two budgets and apply for funding.
Independent charter schools, private schools, and other eligible educational facilities that seek support for
more than one school building should factor all students in facilities under the control of their central
administrative agency or entity into the category two budget calculation. For example, if a group of
parochial schools shares administration and finances, they should calculate a single, “district-wide”
category two budget for all students under the central administrative entity or agency.

15. To address issues that may arise regarding changes to school districts and library systems
during a five-year budget cycle, as well as issues that may arise in accommodating states’ varied
definitions of school or library districts, the Commission directs the Bureau to provide clarifying guidance
consistent with the terms of the Order, and publish clarifications or additional guidance with respect to the
implementation and administration of district-wide and library system-wide category two budgets to the
extent necessary.

16. Full-Time Enrollment. In another effort to streamline both the application filing and



review process, going forward the Commission will base student counts on full-time enrollment only and
eliminate the need for schools or school districts to count part-time students in their enrollment numbers.
Commenters support this change as a simplification that stems from district-wide budgets. More
specifically, because the district-wide budgets will allow school districts greater flexibility in allocating
category two support, it is no longer necessary for schools with lower full-time enrollment, but high part-
time enrollment to take the often difficult and time-consuming steps to count and verify their part-time
enrollment numbers in order to obtain category two funding. Using district-wide budgets, the
Commission believes that all schools in a district will have adequate support to ensure appropriate
deployment of local area networks.

17. The Commission also will no longer permit school districts to estimate the number of
students for buildings under construction because those students will otherwise be accounted for by the
district enrollment numbers. However, an independent school with its own entity-level budget will still
be allowed to estimate its enrollment numbers in order to be able to request category two support while
construction is underway. As presently required by the Commission’s rules, if an applicant overestimates
the number of students who enroll in that school, it must return to USAC any funding in excess of that
which it was entitled based on the actual enrollment by the end of the next funding year.

18. To ensure that all E-Rate applicants, including small schools and libraries in rural areas,
have the funding they need to deploy their internal connections networks within the existing E-Rate
program budget for category two services, the Commission takes several steps to make access to category
two funding more equitable and, in turn, result in a more consistent distribution of support for small, rural
schools and libraries. First, the Commission raises the category two budget funding floor from $9,200 to
$25,000. Second, the Commission eliminates the funding disparity between urban and rural libraries
inherent in the current bifurcated approach that disadvantages rural libraries and adopt a unified budget
multiplier for all libraries.

19. Funding Floor. To ensure that small schools and libraries have sufficient funding to
deploy their internal connections, the Commission increases the funding floor to a pre-discount level of
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Notice, the Commission sought comment on whether the funding floor should be increased to $25,000.
The Commission agrees with commenters that the existing funding floor level of $9,200, combined with
the overall administrative burden of requesting category two support, resulted in a low participation rate
by small and rural entities with low student enrollment or small square footage. For instance, from
funding year 2015 through funding year 2019, school sites nationwide, on average, used 60% of their
category two funding support, but small sites that only qualify for the funding floor, on average, used
only 33% of their category two funding support, in large part because so little funding was available to
them or because the benefits of the funding at the floor were often lower than the costs associated with the
application process.

20. To illustrate why few entities at the funding floor (which include many rural schools and
libraries) took advantage of category two funding during the five-year test period, the Commission
considers a small school at an 85% discount rate with 61 students. During that period, which set the
budget floor at $9,200, such a school would have been eligible to receive category two support of just
$7,820 despite having many of the same technical needs for its Wi-Fi networks as larger schools. In fact,
one commenter estimates that it would cost $24,350 to deploy switches, wireless access points, wireless
access point controllers, routers, and cabling to a small school with 61 students. The Commission agrees
with those commenters that argue that a budget floor of $25,000 is sufficient to ensure that those small
sites that previously did not participate can deploy internal connections networks. With a $25,000
funding floor, that same small school at an 85% discount rate will receive $21,250 in E-Rate support.
The Commission expects that this additional funding, in addition to the increased flexibility of district-
wide and library system-wide budgeting generally, will make it attractive and beneficial for small schools
and libraries to take advantage of category two funding support. And the Commission finds that this
increase in the funding floor can be done within the existing E-Rate program budget for category two
services in combination with its other reforms to the category two budget approach.

21. School Multiplier. Consistent with the findings in the Category Two Budget Report, the
Commission continues to believe that the existing category two budget mechanism is generally sufficient
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multiplier adjusted for inflation from the five-year test period, and—for administrative simplicity—adjust
that amount ($166.44) up to $167 per student for the new five-year funding cycle beginning in funding
year 2021. The Commission finds that maintaining the same per-student level of support as was available
in the previous category two budget cycle is sufficient to meet schools’ internal connections needs. This
level of support enabled 85% of school sites to receive category two funding support during the funding
year 2015 through funding year 2019 budget cycle. Many schools required less funding than the $167 per
student budget multiplier the Commission adopts in this document—in fact, 50% of schools used less
than $131 per student over those five years.

22, Some commenters argue that a higher budget multiplier is needed for schools to build
their Wi-Fi networks. The Commission disagrees. The Commission finds that increasing per-student
budgets beyond the rate of inflation is not necessary at this juncture, particularly given the other changes
the Commission makes to the category two budget approach in the Order. In fact, the Commission
believes that the changes made in this document will lead to additional category two funding support
being available for those schools that need it.

23. The streamlined district-wide budget approach the Commission adopts in this document
empowers school districts to allocate category two funding support to the sites that need it most. Entity-
specific budgets have constrained category two funding support to be directed to specific sites based on
enrollment numbers or square footage without the ability to make adjustments for level of need. If there
was a school in a district that required less than the per-site budget allocation to deploy a Wi-Fi network
and another school in the district that required more than the per-site allocation, the district could not re-
direct the unused funding to complete the more expensive network, which meant that part of the category
two budget support for the district went unspent and an identified need went unmet. Implementing
district-wide budgets lifts this restriction and allows applicants to allocate category two funding to the
sites that most need it, which, in turn, permits them to take advantage of a greater portion of their category
two budgets. For example, Funds For Learning estimates that adopting school district and library system-
wide budgets will make an additional $94.1 million per year in category two funding available to

applicants. Further, by increasing the funding floor, the Commission is providing additional category two



funds to some of the smallest schools in the country. As a result, under the Commission’s new approach,
these small schools do not need an increase in the per-student allocation to receive an increase in the
category two funding available to them.

24, Library Multiplier. To eliminate the funding disparity between rural and urban libraries
inherent in the existing bifurcated approach to calculating budgets for libraries and to ease administration,
the Commission establishes a single pre-discount budget multiplier for all libraries of $4.50 per square
foot over the five-year funding cycle beginning in funding year 2021. Currently, the library multipliers
differ based on geography. Specifically, libraries located in cities and urbanized areas with a population
of 250,000 or more, as identified by the Institute of Museum and Library Services (IMLS) locale codes of
11, 12, and 21, receive $5.00 per square foot, adjusted annually for inflation, and libraries in all other
locations receive $2.30 per square foot, adjusted annually for inflation.

25. As demonstrated by the record, the cost to deploy a Wi-Fi network does not vary
significantly based on geography. As internal connections are provided within school and library
buildings, which are similar regardless of location, the Commission is now persuaded by experience from
the test period that the costs to install the equipment and the type of equipment needed to provide
connections within these buildings should also be comparable regardless of location. Indeed, some
commenters contend that internal connections deployment costs are higher in rural areas than urban areas,
and even those commenters that favor a higher budget multiplier for libraries in highly-concentrated
urban areas recognize that an increase in the budget multiplier for rural libraries is needed. Accordingly,
the Commission finds that experience has not borne out the prediction that costs would be higher and the
need for support would be greater in highly concentrated urban areas than for libraries in the rest of the
country.

26. Moreover, the Commission’s experience during the five-year test period shows that a
lower budget multiplier for rural applicants creates a considerable disparity in access to the amount of
category two funding support available for rural libraries. As the Bureau’s Category Two Budget Report
found, rural libraries seek category two funding support at a much lower rate than urban libraries.

Commenters attributed rural libraries’ lack of participation to insufficient budgets and recommended an



increase to the multiplier for rural libraries. Raising the budget multiplier for libraries outside of highly-
concentrated urban areas, therefore, is a necessary step towards ensuring that they have sufficient funding
to deploy their internal connections.

217. Finally, setting a single budget multiplier for all libraries simplifies the library budget
calculations for applicants and will reduce the application review burden for USAC. Without the need to
determine the IMLS locale code for each E-Rate supported library and the overall budget multiplier for a
library system, applicants and USAC should be able to increase the efficiency and pace of the filing and
processing of applications.

28. To provide a single budget multiplier for all libraries within the existing budget, the
Commission adopts a pre-discount multiplier of $4.50 per square foot for all libraries. The Commission
calculated this number, first, by estimating the potential total of all pre-discount library budgets from
funding year 2015 to funding year 2019 using all public libraries. The Commission then divided this
potential total of all pre-discount library budgets by the total square footage of all public libraries. The
Commission provided a slight upward adjustment to $4.50 per square foot to reflect the anticipated
participation rates of libraries requesting category two funding under the E-Rate program. This new
budget multiplier, coupled with the increased funding floor, will make additional category two support
available for those small and rural libraries that did not participate during the five-year test period.

29. The Commission’s experience indicates that a pre-discount multiplier of $4.50 per square
foot will minimally impact libraries in highly concentrated urban areas while providing sufficient
additional funding to enable other libraries to deploy internal connections networks. Given that 91% of
libraries in highly concentrated urban areas used less than $3.99 per square foot from funding years 2015
through 2019, the Commission expects that this reduction will affect only a small proportion of libraries
in those areas. Indeed, those applicants will still be under budget, even with a budget of $4.50 per square
foot. Moreover, as with schools, introducing library system-wide budgets will give library systems
enhanced flexibility to allocate funding throughout their sites as they see fit, and raising the funding floor
will provide greater funding for small libraries, even if their per square foot allocations are reduced
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30. Calculating District-Wide and Library System-Wide Budgets. Based on the changes to the
budget multipliers and funding floor the Commission makes in this document, the Commission details
how applicants will calculate their budgets under the district-wide and library system-wide budget
methodology. Specifically, to ease administration and to recognize that school and library systems are in
fact systems with generally unified budgets that have the ability to direct support to whatever school or
library in the system needs it most, the Commission requires school districts and library systems to
calculate total budgets using their aggregate student count or square footage and the “aggregate funding
floor” (i.e., the aggregate number of schools or libraries times the funding floor).? Therefore, a school
district or library system need only determine the aggregate number of students or square footage
throughout the system as well as the total number of eligible schools and libraries in the system, without
detailing the precise number of students or square footage attributable to any individual school or library.
The Commission expects most school districts and library systems to receive funding significantly above
the aggregate funding floor and to appropriately allocate funds to those that need it most. In addition, the
Commission recognizes that smaller school districts and library systems have less access to shared
resources and are more likely to be located in rural areas where funding is scarce. As such, the
Commission creates an exception for small school districts and library systems. Specifically, the
Commission gives school districts and library systems with 10 or fewer sites the option to calculate their
budgets on a per-site basis by adding together the budgets of each eligible site within the district or library
system.

31. Toillustrate how the calculation would work, the Commission considers a school district
with five schools, three of which have 200 students each and two of which have 100 students each. Using
the $167 budget multiplier for schools and the $25,000 funding floor for funding year 2021, the school

district would have a total pre-discount budget of $150,200, to spend across the five schools over the five-

% In other words, a school district with 10,000 students would normally have an aggregate budget of $1,670,000. If
those students were spread across 100 schools, then its budget would instead be $2,500,000 (the aggregate funding
floor). Accordingly, the funding floor only comes into play if the aggregate budget for the system would fall under
the aggregate funding floor for the system.



year period.® Giving small systems this option will ensure that small, rural school districts and library
systems can take full advantage of the increased funding floor, with only minimal increases to
administrative complexity for applicants and for USAC.*

32. Inflation Adjustment. For both budget multipliers and the funding floor, the Commission
amends its rules to make a one-time adjustment for inflation before the start of the filing window for each
five-y